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ECONOMIC INDICATORS 


% Change 
1978/77 


Population at mid-year (millions) ; 2 : 43.5 
GDP at constant (1972) prices +5.7 
Per capita GDP at constant 

(1972) prices (in dollars) +2. 
GDP at current prices 4115 +10. 
Per capita GDP at current prices 

(in dollars) 287 +6. 
GNP at current prices 4,475 = =—5,, 542 +12. 
Per capita GNP at current prices 

(in dollars) 312.9 374.5 +8. 
Gross fixed capital formation at 

constant (1972) prices 44S. 568.3 
Gross fixed capital formation at 

current prices 987.2 1,373.4 
Money Supply (M2-Dec. 31) 1,561 1,906 +13. 
Commercial bank credit outstanding 

(Dec. 31) 1,091.7. 1,421 
Commercial bank deposits (Dec. 31) 1,2954 1,440 +h, 
Ratio of advances to deposits (Dec. 31) 74 69 76 
Treasury bill interest rate (Dec. 31) 4.37 1.52 6.8 
Internal public debt (June 30) 458.1 542.2 765.6 +32. 
External public debt (June 30) 503.7 581.5 655.0 +6. 
Debt service ratio* 2.5 23 5.5 
Foreign exchange reserves (Dec. 31)# 273.5 534.6 360 -36. 
Balance of payments (surplus +, 

deficit -) 

Trade Balance -232 -163 -963.4 -455. 

Total Current Account -100.8 +6] -682 -947. 

Capital Movements +187.4 +4230 +461.7 +100. 

Overall Balance 486.6 +286" -209.5" . 2088. 
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*Service charges as a percentage of exports of goods and services. 


#SDRs and foreign reserves and foreign liabilities (other than IMF) and 
total net foreign reserves of the Central Government. 


Dang > ; * 
Difference in errors and omissions 


R Revised 
P = Preliminary 





% Change 


19778 ~— 1978" = 1.978777 


Import Price Index (1972 

All Imports 281 279 -0. 

Non-oil Imports 245 248 +1. 
Export Price Index (1972 

All Exports 337 287 -17. 

Non-oil Exports 321 264 -21. 
Quantum Index (1972 = 100) 

Imports 96 120 +25. 

Exports 111 103 -7. 
Terms of Trade (1972 = 100) 

All Items 120 103 -14. 

Non-oil Items 106 -23. 
Foreign Trade 

Total Imports (C.1.F.) 

Excluding trade with former 

E.A.C. partners 

from EEC 

from U.K. 

From Japan 

from F.R.G. 

from Iran 

from U.S.A. 

from France 

from Italy 

Total Exports (F.0.B.) 

Excluding trade with former 

E.A.C. partners 

to- EEC 

to FRG. 

to U.K. 

to Netherlands 

tos. S. cA. 

to Zambia 

to Japan 
Trade with former East African 

Communi ty 

Imports: 

from Tanzania 

from Uganda 

Exports: 

to Tanzania 

to Uganda 
Lower Income Consumer Price Index 

(Nairobi) Jan.-June 1975 = 100 

(Dec. 31) 118. 
Middle Income Consumer Price Index 

(Nairobi) Jan.-June 1975 = 100 

(Dec. 31) 117. 
Upper Income Consumer Price Index 

(Nairobi) Jan.-June 1975 = 100 

(Dec. ) 117. 
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% Change 
1976 1978/77 


Industrial Production Index 
1972 = 100 143 +151 

Electric Power Consumption (million 
KWH) 1,152.5 +7 .6 

Energy Consumption: . 

(000 tons of oil equivalent) 1,806.5 +6. 
Coal 44.9 5 . =20)% 
Oi] 1,563.5 +3. 
Hydro-power 198.1 232. +33. 

Per Capita Energy Consumption 

(Kilogram of oil equivalent) 130 135 +3. 

Domestic Energy Production 

(% of Total Energy Consumption) 7.7 12.8 

Private Urban Construction 
Completed (Units) 758 800 903 

Employment in Modern Sector 
(000) 857.2 902.9 911.5 

Earnings in Modern Sector 909.3 1,095.8 1,304.1 

Arrivals of Visitors (000) © 446 =346.5 360.6 

Hotel Bed Occupancy (000 bednights) 3,574.0 3,838 3,982 

Hotel Bed Occupancy Rate 51.2 54.6 54.) 

New Motor Vehicle Registrations 
(number) 16,246 24,105 23,476 

Freight Handled at Port of Mombasa 
(000 tons) 54913 5,972 6,036 

Freight Handled at Nairobi Airport 
(000 tons) ; 34.4 31.6 

Freight Handled at Mombasa Airport 
(000 tons) ; 6.2 26.3 

Production Major Products 
Crude 0i1 Throughput (000 tons) 2,574.8 2,570.2 2,584.7 
Coffee (000 M. tons) 80. 97.1 84.3 
Tea (000 M. tons) 61. 86.3 93.4 
Wheat (000 M. tons) Z 169.9 165.9 
Sugarcane (000 M. tons) : 1,888.1 2,349.2 
Sisal (000 M. tons) . 33.8 31.5 
Pyrethrum Extract (M.T.) 145 114 
Cattle & Calves (000 head) 158 68.0 
Milk (million liters) ’ 259.5 269.8 
Beer (million liters) : 195.2 215.4 
Cement (000 M.T.) 1,144.4 1,133.3 
Maize (000 M. tons) : 424.0 236.3 
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ECONOMIC REFERENCES: Economic Survey 1979, Central Bureau of Statistics, 
Ministry of Economic Planning and Community Affairs; Statistical Abstract 
1978, MOEPCA; 1978/9 and 1979/80 Estimates of Revenue, Recurrent Expenditures, 
and Development Expenditures, Ministry of Finance. 





SUMMARY 


The Kenyan economy experienced a slower rate of growth in 

1978 than in the two previous years. Sharp declines in world prices 
for Kenya's two major exports, coffee and tea, were the key events 
primarily responsible for the poor performance shown by the domestic 
economy and the trade accounts. Almost all of the performance indi- 
cators in the agricultural sector, which accounts for one-third of 
GDP, showed declines from 1977, with total output down by 5%. 
Manufacturing showed strong growth for the third consecutive year 
but continued to register weak export performance. Because of 

the slower pace of economic activity, the inflation rate slowed 
somewhat from the high levels experienced in 1976 and 1977. Also 
reflecting the economic slow-down, employment increased by only 

1%. A major difficulty in 1978 was the sharp turn around in the 
balance of payments. Kenya registered an overall deficit of 

$210 million, compared to a $286 million surplus in 1977. The 
price declines in coffee and an import buying spree by consumers 
still flush with 1977 coffee money were the primary reasons 

behind the 31% fall in exports and the 24% increase in imports. 

The sharp decline in foreign exchange reserves forced the GOK 

to implement strict import controls late in the year and to seek 

IMF balance of payments support. The government borrowed heavily 
on the domestic credit market during the year and internal public 
debt rose by one-third. The heavy borrowing did slow the rate of 
increase in the money supply but projected government borrowing 

to finance the FY 1980 budget may dampen private sector expansion. 
The GOK launched its new development plan of $11 billion over 

fiscal years 1979 to 1983. The main objectives of the plan are 

the elimination of poverty and the provision of basic needs. 


Although it concentrates on rural and agricultural development, 
the plan will be used to encourage industry toward an export 
orientation. The major difficulty Kenya will face in 1979 is 
the balance of payments constraint. There is little encouraging 
evidence that export performance will improve this year or that 
government expenditures (and, hence, borrowing) will be held in 
check. Opportunities for increased U.S. trade and investment 

do exist, however. The new development plan holds the promise 
of sales opportunities in several sectors of the economy such as 
transportation, communications, and agriculture. END SUMMARY. 





GENERAL SLOW-DOWN_IN 1978 AS AGRICULTURAL OUTPUT DECLINES 


Kenya's economic performance during 1978 slowed markedly 

from the high growth rates achieved during the ''coffee boom'' 
years of 1976 and 1977. GDP growth at constant (1972) prices 
fell to 5.7% compared to the 8.6% registered in 1977. The 
continuing high rate of population growth decreased this to 
2% on a percapita basis, as per capita GDP reached $166. 
Officially, population grew at 3.5% in 1978, to 14.8 million, 
but many demographers claim the real rate of increase to be 
closer to 4%. Clearly, Kenya must come to grips with its 
population problem in order to have any appreciable growth 

in per capita income. 


Agriculture, which accounts for a little over one-third 

of Kenya's GDP, experienced a poor year with most performance 
indicators below 1977 levels. Receipts from marketing boards 
fell by 20% and the total marketed production of agricultural 
output declined by 5%. Agriculture's contribution to GDP 
declined by 4.2% Agriculture's terms of trade with the rest 
of the economy declined from 109.8 in 1977 to 100.4 in 1978. 


The sharp drop in receipts from coffee and tea due to the 

fall in world prices is the most dramatic cause of the agricultural 
sector's poor monetary performance. Receipts from coffee fell 

some 40%, from $526 million in 1977 to $319 million in 1978, 

while earnings from tea declined $20 million to $170 million 

in 1978. Continued unseasonal rains caused a decline in coffee 
production of 15%, which contributed to the decline in agricultural 
output. Maize was the other major contributor to the fall in 
output as market production declined 44%. A shortage of the 

Maize and Produce Board's storage capacity and a shortage of 

cash, forced farmers to hold back some 1977 crop maize and to 
curtail plantings for this crop year. Wheat, rice, and sisal 
output also declined over the year, while sugar cane, tea, and 
cotton showed increases. These increases, however, could not 
compensate for the reduction in the two major products. 


CAPITAL FORMATION CONTINUES STRONG 


Gross fixed capital formation at current prices increased 

30% in 1978, reaching $1.4 billion. Both private and public 
sector investment accelerated in 1977 and 1978 as a result of 
the ''coffee boom'' money working its way through the economy. 
However, while the 1977 increase was financed entirely out of 
domestic savings, 47% of 1978's capital formation came from 
external sources. The GOK continued to allocate substantial 
new capital to the transport and communications sector, providing 
services previously undertaken by East African Community 
institutions. This sector accounted for the bulk of 1978's 
capital formation (21%), followed by manufacturing (17%), 
electricity and water (10%). 





MANUFACTURING OUTPUT CONTINUES GROWING, BUT EXPORTS LAG 


The manufacturing sector registered a 14% increase in 

production in 1978, with value added increasing by 25% (to 

$750 million). This third consecutive year of high growth has 
made manufacturing one of the fastest growing sectors in the 
economy and has raised its contribution to GDP to 13.2% in 1978 
from 12% in 1975. The strong growth shown in 1978 was primarily 
the result of continued strong domestic demand stemming from 
1977's high incomes. 


Output in almost all industries was higher than 1977, with 

only the meat, furniture, and rubber industries showing declines. 
The decline of 36% in output of meat products is attributed to 

a sharp drop in deliveries to the Kenya Meat Commission (KMC), which 
is under severe competitive pressure from private slaughter houses 
able to offer ranchers more attractive prices. The government 
statistics report only KMC figures. Thus, it is reasonably 

assumed that overall meat production has not declined. However, 
this rise in non-official (and often non-inspected) slaughtering 
institutions has led to a decline in quality which has adversely 
affected meat exports. Exports of processed meat products declined 
from 9 thousand tons in 1977 to 3 thousand tons in 1978. 


Overall, exports of manufactured products fell some 13%, 
continuing a trend which began several years ago. The closure of 
the Tanzanian border in 1977, which cut Kenyan manufacturers off 
from that market and several central African countries, appears 

to be the major reason for the continued decline. The Kenyans 
have yet to find alternative markets for their manufactured goods, 
although the new situation in Uganda may stimulate substantial 
demand for Kenyan goods over the next year. 


Building and construction activity continued on the upswing 

as projects initiated in 1977 progressed. Employment in the 
construction industry rose by 13%, as private urban units completed 
grew 14%. A continuation of this level of output is expected over 
the next year based on the rise in building plan approvals in 

1978 (the Nairobi City Council's approvals alone in 1978 were 

37% higher than 1977). 


ENERGY: OIL DOMINATES 


Energy consumption rose 6% compare to a 4% rise in 1977. 

Although the use of oi] grew at a slower rate than total energy 
consumption, it remains the major source of conventional energy 
accounting for more than 80% of consumption. Moreover, the modern 
sector of the economy is heavily dependent on oil as its energy 
source. Thus, Kenya is particularly vulnerable to oil price 
increases and supply disruptions. Although new hydro-electric 
capacity will be installed as the Tana River development scheme 





progresses (a 145 MW generating plant was opened last year), oil 
will continue to dominate the energy sector and to impose a 
heavy burden on Kenya's balance of payments. 


INFLATION MODERATES, EMPLOYMENT GAINS SLIGHT 


Reflecting the reduced pace of economic activity in 1978, both 
the inflation rate and employment slowed somewhat. The overall 
rate of increase in consumer prices during 1978 is estimated at 
12.5% below the 1977 rate of about 15%. The lower income index, 
spurred by substantial rent increases, rose 17% while the middle 
and upper income indices grew some 10%. 


Wage employment in the modern sector grew by only 1% (to 911,500), 
far below plan targets and the growth rates achieved in recent 
years (averaging around 5%). Modern sector earnings increased 
12%, to $1.3 billion, indicating a slight decline in real income 
over the year. A Presidential directive calls for a 10% increase 
in employment in 1979, but it is difficult to see how this goal 
can actually be achieved unless economic conditions improve. 


BALANCE OF PAYMENTS DETERIORATES SHARPLY 


The drastic drop in world coffee prices in 1978 (prices for 

Kenyan coffee fell 33% over the year), and an import surge in the 
first half of the year, led to a serious deterioration in Kenya's 
trade and balance of payments accounts. The merchandise trade 
balance moved from a modest deficit in 1977 to a record deficit 

of almost $1 billion. The current account balance registered 

a $682 million deficit, compared to last year's surplus, and 

the overall balance shifted from a healthy surplus in 1977 toa 
deficit of $210 million, one of the worst deficits in recent years. 


Exports fell 31%, while imports rose 24% over 1977. Almost all 
of Kenya's important exports registered declines in both value 
and quantities. Coffee exports declined 39% in value and 10% 
in quantity, while tea rose 20% in quantity but value declined 
by 12%. Exports of petroleum products, pyrethrum, meat, sisal, 
and canned pineapples all fell from 1977 levels. 


Imports reached a record $1.8 billion in 1978, with a surge of 
buying in the first half of the year. High 1977 consumer incomes, 
and some stockpiling by merchants, largely accounted for this 
buying spree. While new capital equipment and industrial supplies, 
along with oil, normally account for two-thirds of Kenya's imports, 
these categories made up considerably less of the increase in 
imports. Fully one-third of the increase in imports during 1978 
was accounted for by passenger automobiles and consumer goods. 


Tourism continued to be a major foreign exchange earner ($162 million 
in 1978, up 24% from 1977). However, the number of tourists increased 





only moderately (4%, to 360,600) and the number of visitor days 
declined slightly. The increase in earnings therefore, largely 
reflects price increases rather than a real increase in tourist 
activity. 


The combination of reduced export earning and high importation 
led to a sharp reduction in foreign exchange reserves. Reserves 
declined 36% by the end of 1978 and at one point in the year were 
as low as $200 million, less than 2 month's import coverage. In 
late 1978, the government finally acted to reduce this severe 
outflow of funds. Import license approvals were suspended between 
October and December and, in December, an import deposit scheme 
was introduced (up to 100% in some cases), along with a levy on 
travel, restrictions on dividend remittances, and limitations on 
borrowing for imports. These drastic measures have been fairly 
successful and reserves have held fairly steady at around $300 
million during 1979. 


The balance of payments difficulties also forced the Kenyans 

to the IMF for some support. In December, Kenya borrowed $33.5 
million from the IMF under the reserve tranche. This resulted 

in a 10% increase in Kenya's use of IMF resources over the year, 
with $68.3 million outstanding at year end. If current predictions 
for continuing poor economic performance during 1979 hold up, 
Kenya will most likely have to turn to the IMF during FY 1980 

and this may bring pressure for devaluation (pressure which 

the GOK has thus far resisted). Although a London commercial 

bank syndication for $200 million is currently being put together, 
the Kenyans have indicated that use of this loan will be ona 
"last resort'' basis. 


HEAVY DOMESTIC BORROWING BY THE GOK 


Continued commitments to high expenditure levels for defense 
($284 million) and education left the GOK with a domestic budget 
deficit for FY 1979 of $400 million. Consequently, domestic 
credit to the government increased substantially during the year, 
with internal public debt rising 33% to $766 million and interest 
rates on treasury bills jumping from 1.5% to almost 7%. Indeed, 
the growth in domestic credit in the second half of 1978 was 
almost entirely due to increased borrowing by the government. 


It is anticipated that government demands on the domestic 

credit market will continue through FY 1980. Although an ''austerity"' 
budget of almost $2 billion was presented for 1979/80 (only 2.5% 
higher than FY 1979 expenditures), the government's estimate of 

a domestic deficit of around $90 million appears quite optimistic. 


During 1978, the fall in foreign reserves and the rise in 

domestic credit overall by over 20% combined to slow the growth 

in the money supply. The money supply increased by only 14%, 
compared to 47% in 1977, and this had a marked effect on alleviating 





inflationary pressures. Heavy borrowing also helped to absorb 
some of the banking system's liquidity, and the commercial bank 
liquidity ratio declined from 28% in 1977 to 23%. 


NEW DEVELOPMENT PLAN LAUNCHED 


The new five year development plan, covering fiscal years 1979 
through 1983, was finally released in March, 1979. The plan calls 
for total expenditures of $11 billion over the five year period 

and has as its main objectives the elimination of poverty and 

the provision of basic human needs. The key strategy will be 
increasing income-earning opportunities primarily through employment 
creation in the rural areas, where some 70% of the 1.5 million 

new jobs to be created under the plan are to be located. 


Agricultural growth and rural development are to receive the 
government's major attention during the plan. However, the plan 

will also be used to change the focus of industrialization from 

import substitution to an export orientation. Elimination of 
non-tariff protection, standardization of tariff levels, and export 
compensation will be used to encourage efficiency and to move 

industry along a Korea-type path. Foreign private investment will 
continue to be welcome, but there will be fewer protective concessions 
than in the past and the GOK will look for greater specific benefits 
for Kenya. 


The plan is a revealing political document, setting goals for 

the country which indicate the type of Kenya desired by the broad 
spectrum of individuals (Ministry technical levels, District 

Development Councils, etc.) who were involved in its formulation. 

It suffers, however, from optimistic growth projections, unrealistically 
high targets, insufficient resource allocation, and inconsistencies 
among goals. 


BALANCE OF PAYMENTS CONSTRAINT THE KEY FOR 1979 


Unless the recent frost in Brazil leads to an appreciable rise 

in world coffee. prices, Kenya will again face balance of payments 
difficulties which seem likely to restrain domestic growth in 1979. 
It is highly probable that Kenya's external terms of trade will 
continue to deteriorate, putting severe pressure on the balance of 
payments which could lead to shortages of imported supplies. The 
situation will be further aggravated by the rise in crude oil prices 
and continuing high foreign exchange needs for military hardware 
purchases (defense expenditures in FY 1980 are expected to be over 
$200 million). The GOK has recognized these prospects and has 
forecast a real GDP growth rate in 1979 significantly lower than 
previous estimates between 3% and 4%. 


Over the short run, some adjustment in fiscal policies will have 
to be made in order to reduce budget deficits and the government's 





demands on domestic credit. Expenditure reductions along 

with improved tax administration to reduce tax evasion would 

help. Given its defense commitments and the inauguration of a 

new development plan, it will be difficult to reduce expenditures 
significantly. Rather, the government will probably rely on 
increased taxes and fees, such as those proposed in the FY 1980 
budget. These increases are expected to generate additional 
revenues to reduce the deficit. The government is also counting 
on an inflow of $325 million during FY 1980 from external sources 
(both government and private) to reduce its need for domestic 
borrowing. Bilateral government assistance in the form of program, 
rather than project, loans is being sought. Credit to the private 
sector, virtually non-existent since mid-1978 due to government 
needs, should thus expand, with positive implications for growth. 


In addition, measures must be taken to encourage export expansion, 
to reduce the trade deficit to a manageable size, to sustain 
domestic growth, and to reduce reliance on a few commodities. 

The plan proposes a strategy to achieve a shift to exports, but 

no concrete measures have been developed thus far. Moreover, 

the plan strategy will not have a significant impact over the 
next few years and the scope is very limited for export expansion 
during the transition period. Unless coffee prices increase or 
the Ugandan market opens significantly, Kenya will face a severe 
constraint on imports. The import restrictions introduced, last 
December will hold the line somewhat, but the Kenyan manufacturing 
sector is highly import dependent. Continued restrictions, until 
export earnings improve, could thus have adverse repercussions 

on growth and inflation. 


IMPLICATIONS FOR THE UNITED STATES 


In 1978, Kenyan imports from the U.S. totaled $111 million, 

6.2% of Kenya's total imports. Kenyan exports to the U.S. fell 
drastically from 1977 levels to $50 million (a decline of 50%), 
accounting for 4.7% of Kenya's exports. The decline is primarily 
the result of the fall in coffee prices, as coffee normally 
accounts for over half of Kenya's exports to the U.S. The level 
of U.S.-Kenyan trade has remainedfairly steady over the past 
several years and there is little reason to suspect it will 
change dramatically over the next few years. 


None-the-less, the new development plan will present some 
opportunities for U.S. sales. For example, over the five year 
period, the Ministry of Power and Communications will be purchasing 
airport maintenance equipment ($5.4 million), airport fire-fighting 
equipment ($3.5 million), and computers for meteorological study 
($1 million). The Ministry of Agriculture has been allocated 

over $225 million for its development activities, much of which 
will be in the arid and semi-arid areas. Irrigation systems and 
technologies will be sought after. Although the GOK will look 





for donor assistance for many projects, it is also seeking 
substantial program, or non-project specific, aid which should 
open some areas to possible U.S. competition. 


Although faced with economic difficulties over the next few 
years, Kenya still has one of the more attractive investment 
climates in Africa. Private direct investment by U.S. firms 

is approximately $210 million and many firms have located 
regional offices in Nairobi. While concessions and protection 
afforded private investors will not be as generous as in the 
past, foreign investment will continue to be welcomed. Priority 
will be given to those willing to transfer technology and export 
output, while maximizing the use of local inputs and labor. 


The U. S. Department of Commerce has scheduled three 
trade events: a railroad equipment trade mission 
(August, 1979); an agribusiness equipment trade 
mission (May, 1980); and a plastics equipment 
video/catalog exhibition (March 1980). 


% U. S, GOVERNMENT PRINTING OFFICE : 1979--281-058/149 





